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Dear Applicant: 

We have considered your application for recognition of 
exemption from federal income tax under section 501(c)(3) of the 
Interr~l Revenue Code. Rased on the information submitted, we 
have concfuded that you do not qualify under that section. 

You were incorporated under the laws of *********** on 
******************. Your purposes as stated i~ your articles of 
incorporation are tlexcl.usively religious, charitable, scientific, 
literary, and educational within the meaning of the Internal 
Revenue Code of 1986 or the corresponding provision of any future 
United States Internal Revenue 1aw.l' your articles otherwise 
satisfy the organizational test of section 501(c)(3). 

Your bylaws further expand on your purposes and provide that 
you propose to: 

(a) Establish and maintain heal.t> care,facilities for 
the care of persons suffering from illnesses or 
disabilities wh'ch require that the patient receive i n  

or out patient care; 

(b) Car;:; 0 1 7  A . ? ?  ' * - - +  4 .>rial activity Ansigned to 
promote the ~ ~ I I c ; L ~ ;  . 2 f  the ccmr.d.lity; 

(c) Carry on any educational ac t i " i t i c , s  reiaked t r  
rendering care tc. the  sic^ and i1:jured or the pro(,,.. ,ion 
of health; 

(d) Car-y on scientific research and, to acq~ire real 
estate for the ultimate pllrpose of constructing, 
equipping, operating and mair~:.aining one or more 
hospitals and/or clinics. 

Your predecessor organi~ation was a partnership called 
***************. The partners were *************, M.D., P.A., 
******************, M.D. and ************, M.D., P.A. ********* 
qnd *********** retired, leaving ******** as the only active 
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partner. *********** was bought out by ***  **** and *** *****f 
P.A. partnership interest was liquidatedibly the partnership in A 

****. 4 1" 
I 

t Wi 
The partnership's role was to provide1 the three physic 

with an entity to practice medicine to ma'uimize their income. 
Each physicial. was allodated income in re#btionship to his cash 
collections. AI 1 available cash over necebbary operat 1 ng capit 
was withdrawn by the partners. ~ltimately',:lit was anticipated 
that they would sell their interest to a hbw physician. 

\ 

No assets or liabilities of the pred@&essor corporation or 
partpership were assumed by you. All property, plant {tnd 4 
equipment owned by the predecessor partnership are being used by 
you. There are no written agreements relagbng to the use or salh 
of this equipment. It is anticipated that'qhe predecessor 
partnership will either donate ar sell such assets to you. 

You state that your r;urpose is to.pr vide a comprehensive 
medical and general health care clinic, fo 8 ,!"residents of ********, 
*********** and surrounding areas. ~helphksicians who staff the * 
clinic,**************, M.D., ******** * * *****y, M.D., and *******. 
******, M.D., will alsn staff ************************l, a non-$ 
profit hospital cserated by *******************************. 

I ' 1 
'iour current governing body is made vp of two members of t d e 

************************************. board, *************, M.D., 
who is chairman of both boards, and *************, Administrato 
of *************************. ******** is the pzimary physi:ian 
of the clinic and i-5 very much involved in its dzy to day 

;i 
operations. 4 

You state that ther~ arc only three physicians cllrrently 
practicing in *******a, all of whom work for you. Two of those 
three are on the staff of *************************, 

You state that most of your patients are covered by Medicare 
or Medicaid. You do not provide care to the indigent, or to 
persons otherwise unable to pay directly or through third-part 
reimbursement. You state that you have no educat.i.ona1 or medic 
research programs. 

- 

Until ****************1, the clinic operated as a 
partnership, on a for-profit basis. The partnership operated a 
loss for the year ending *****************. 
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t Section 501(c) (3) of the Code provid=s for the exemption 
from federal income tax of organizations organized and operated 
exclusively for one or more of the purposes specified therein, no 
part of the net earnings of which inures to the benefit of a 4 
private shareholder or individual. 

Section 1.501(~)(3)-l(c)(2) of the Income Tax Reyulations 4 
provides that an organization is rot opera .ed exclusively for o e 
or more exempt purposes if its net earnings inure in whole or i 
part to the benefit of private shareholders or individuals. . .- I 

Section 1.501(~)(3)-l(d)(l)(ii) of thq regulations provides 
that an organization is not organized ur aperated excll~s'vely for 
one or more exempt purposes unless it serqes a public rath?r than 
a private interest. Thus, to meet the requirement of this 
subdivisi;~, it is necessary for an organization to establish f 
that it is )lot operated for the benefit of, private interests s u ~ h  
as designated individuals, the creator or his family, 
shareholders of the organization, or perso'hs controlled by such; 
private interests. t 

Section 1.501(~)(3)-l(d)(2) of the regulations st(3tes that 
the term "charitableN is used in section 501(c)(3) of the Code 
its generally accepted legal sense. e 

i 

Section 1.501(~)(3)-l(d)(3) of the regulations provides that 
the term weducational,ll as used in section 501(c)(3) of' the Code, 
relates to the instruction of the public on subjects us;eful to 
the individual and beneficial to tha community. An example of an 
educational orqanization described in the regulations I S  one 
whose activities inc~,~de public discusflionq, forums, lc!ctures, 
panels and other similnr programs. Such q??ograas may be on rad 
or television. 

I 

Rev. Rul. 69-545, 1969-2 C.B. 117 prqvides two situations to 
illustrate whether a nonprofit hospital chiming exemption undei) 
section 501(c)(3) of the Code is operated 'to serve a public 
rather than a private interest; Revenue ~yiing 56-185 modified. 

In situation 1, the ru?i3g found thaq by operating an 
emergency room open to ali persons afid by providing 
hospital care for all those persons $n the community 4 
able to pay the cost thereof either qfrectly or through # 
third party rsimbursement, the hospi a1 in this 
situation was promoting the health o a class of 0 
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h persons that was broad enough to benefit the community. 

I The ruling also noted that control of the hospital 
rested in its board of trustees, which was composed of 
independent civic leaders, Thus, a Community benefit 

I 

was evident and the hospital in this situdtion would 
j qualify for exemption under section 501(c)(3). 

In Situation 2, the hospital was a 60Lbed general 
hospital which was originally owned'by five doctors. 
The oyners formed a nonprofit organization and sold 
their interests in the hospital to the organization at 
fair market value. The board of trustees of the 
organization consisted of the five doctors, their 
accountant, and their lawyer. The five doctors dlso 
comprised the hospital's medical committee and thereby 
controlled the selection and the admission of other 
doctors to the medical staff. During its first five 
years of operations, only four other doctors wer-6. 
granted staff privileges at the hospital. The 
applications of a number of qualified doctors in the 
community had been rejected. iiospi'cai ddl1lib~I~i-I k;13 

restricted to patients of doctors holding staff 
privileges. Patients of the five original physicians 
accounted for a large majority of all hospital 
admissions over the years. The hospital maintained an 
emergency room, but on a relatively ihactive basls, and 
primarily for the convenience of the patients of the 
staff doctors. The local ambulance services wercj 
instructed by the hcspital to take emergency cascs to 
other hospitals in the area. The hospital followed the 
policy of ordinarily limiting admissions to t h o s ~  who 
can pay the cost of the services rendered. The r lve 
doctors comprising tne original medical staff cor~tinued 
to maintain their offices in the hospital since its 
sale to the nonprofit organization. The rental paid 
was less than that of comparable office space I n  the 
vicinity. No office space was available for any of the 
other staft members. Although its ownership had heen 
transferred to a non-profit organization, the hospital 
had continued to operate for the private benefit of its 
original owners who exercised c o n t r ~ ~  over the hospital 
through the board of trustees and the medical 
committee. They used their control to restrict t.he 
number of doctors admitted to the ~nedical staff, to 
enter into favorable rental agreements with th- 
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T hospital, and to limit emergency room care and hospital , 
admission substantially to their own patients. TPese 
facts indicated that the hospital was operated for the 
private benefit of its original owners, rather than for 
the exclusive benefit of the public. See, S w -  

V , 46 T.C. 519 (1966), 
-4 l i n g 1  , it was found 
that the hospital in this case was serving private as 
opposed to public interests and therefore could not 
qualigy for exemption under section 501(c)(3) of the 
Code. 

Rev. Rul. 83-157, 1983-2 C.B. 94, pravides that nonprofit 
hospital that is not required to operate an emergency room where 
a state or local health planning agency has found that this wogld 
unnecessarily duplicate emergency services and facillries thai. 
are adequately provided by another medical institution in the 
community is exempt under section 501(c)f3) of the Cocle. Rev. 
Rul. 69-545 azplificd. 

An organization is not operated exclbsivel;? for charitaL1 
purposes, and thus will not qualify far elcemption under sectio 
501(c)(3, if it has a single non-charitable purpose that is 
substantial in nature. This is true regardless of the number o 
importance of the organization's charitable purposes. Better 

ss B w a u  ' 4 ,  Un&ed Sta tes ,  3 3 6  1J . s .  278 (1945); Stevens 
ma Fo-on, Inc, v ,  C a & s i o r ~ ~ ,  324 F.2d 633 (8th ~ i r .  
1963), pff'q. 39 T.C. 93 (1962), Cert, d e m ,  376 U.:;. 969 
(1964). Operating tor the benefit of private parties who are n 
members of a charitable class constitutes such a substantial 

X. 
nonexempt purpose. eW DQminion Box Co,. Inca v .  U U a d  St- 
477 F.2d 340 (4th ~ i r ,  1973), w t .  ,ma, 413 U.S. q l 0  (1973 

You were originally a for-profit inedical practice\, operat 
for the pecuniary gain of your owners, which you stat(****perat 
at a loss for the years ending ***************** and ****." a 
such, you delivered health care to the general public:. Other t 
providing salaries to your physicians, your present c:)erations 
a nonprofit corporation do not appear to have changed in any 
siqniflcsnt way and cannot be distinguished from your proprie 
operations. 

Further, other than a lease agreement for a telephone 
syot-m, you have stated that you do not have any written 
agreements with related peksons or entities, thus making it 
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impossible to delineate the separate and distinct legal 
obligations of the partnership, the clinic, the hospjtal and t 
~riginal owners of the for-profit entity in everyday operation 

While you may provide health care services, you do not 
provide such services in a charitable manner within the meanin 

6 of section 501(c)(3) of the Code because you do not mcet the 
E community benefit standard set forth in Rev. Rul. 69-545, 
I IJnlike Hospital A, in Situation 1 of the ruling, you h.3ve 

time emergency room in which indigent care is provided, you 
conduct no research or educational programs, and you conduct no 
medical training. In this respect you cannot be distinquished 
from an ordinary for-profit medical clinic. 

Like Hospital B, in Situation 2, you are essentially the 
continuation of a pre-existing proprietary medical practice. 
And like that organization, access to your,medical staff is 
restricted, you do not operate an emergency room open to the 
public, and you do not provide indigent care. While Rev. Rul. 8 
157, mu., does not absolutely require the operation of an 
emergency room, the exception set forth in that ruling is limit 
to circumstances where an appropriate gove~nment authority has 
made a determination that the operation of an emergency room is 
unnecessary. The Service position is that a hospital or clinic 
must make a substalrtial showing of community benefit to 
distinguish it from organizations carrying on the ord~nary 
practice of medicine on a for-profit basis. You have not made 
such a showing. 

F 

You do not meet the community benefit standard set out in 
Rev. Rul. 69-545, m, and you have not: Otherwise e-:tablisheda 
that you are operated exclusively for charitable purposes. 
Because you do not have the primary purpose of benefit-ting the 
community, your operations are indistinguishable from those of 
organization enqaged in the practice of nlsdicine on a for-profi 
basis. As such, you.serve private rather than public interests. 
Therefore, we can not recognize you as an organization exempt 
under section 501(c)(3) of the Code. 

Cortributions to you are not deductible under section 170 
I the Code. 
E 

You are required to fi?a federal income tax returns. 
. you have the right to protest this ruling if you believe that 
/ is incorrect. To protest, you should submit a statement of you 

t 

1 
I 
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views, with a full explanation of your reasoning. This statement 
must be submitted within 30 days of the date of this letter and d must be signed by one of your officers. You also have a right t 
a conference in this office after your statement is submitted. f f 
you want a conference, you must request it' when you Pile your 
protest statemelt. If you are to be represented by someone w h ~  
not one of your officers, he/she must file a proper power of 
attorney and otherwise qualify under our Conference a n d  Practic 
~equiremenh . 0 

If you do not protest this proposed ruling in a tlmely 
manner, it will be considered by the Internal Revenue Service a 
a failurr to exhaust available administrative remedies. Sectjon 
7428(b)(2) of the Code provides, in part, that a declaratory 
judgment or decree under this section shall not be issued in an 
proceeding unless the United States Tax Court, the U.S. Court 
Federal Claims, or the District Court of the United States for 
the District of Columbia determines that the orqanization 
involved has exhausted administrative remedies available to it 
within the Internal Revenue Service. 

If we do not hear from you within 30 days, this ruling will 
become final and copies will be forwarded to your key District " 

Director. Thereafter, any questions about your federal income t X 
status should be addressed to that office. Thc zpp rcp r l c i t ~  Stat 
officials will be notified of this action in accordance with 

b 
section 6104(c) of the Code. 

Sincerely yours, 7 

cc: DD, Atlanta 
Attn: EO Group 

:JlOnadj ****  *** ** ** *** 
***************** 
Chief, Exempt Organizations 
Technical Branch 3 

cc: w/Form 5998 
State Officials of ** 


